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rule, partnership A’s accounting undertak-
ings are treated as a single undertaking
under paragraph (h)(2)(iii) of this section be-
cause the accounting undertakings are treat-
ed as part of the same activity under para-
graph (h)(2)(i) and (ii) of this section. Thus,
the consulting undertaking and the account-
ing undertakings involve the provision of
significant related services.

(vii) Paragraph (h)(2)(ii) of this section
provides that a taxpayer’s interests in pro-
fessional service undertakings that involve
the provision of significant related services
are treated as part of the same activity of
the taxpayer. Accordingly, the taxpayer’s in-
terests in the consulting undertaking and
the accounting undertakings are treated as
part of the same activity of the taxpayer
under paragraph (h)(2)(ii) of this section.

Example (5). (i) The facts are the same as in
example (4), except that partnership B’s con-
sulting business derives only 15 percent of its
gross income from customers of partnership
A’s accounting undertakings.

(ii) As in example (4), the taxpayer’s inter-
ests in the accounting undertakings are
treated as part of the same activity under
paragraph (h)(2)(i) and (ii) of this section and
are treated under paragraph (h)(2)(iii) of this
section as a single undertaking for purposes
of reapplying those provisions. In this case,
however, the consulting undertaking does
not derive more than 20 percent of its gross
income from the customers of partnership
A’s accounting undertakings. Thus, the con-
sulting undertaking and the accounting un-
dertakings do not involve the provision of
significant related services. Accordingly, the
accounting undertakings and the consulting
undertaking are not treated as part of the
same activity under paragraph (h)(2)(i) or (ii)
of this section because they are not con-
trolled by the same interests and do not in-
volve the provision of significant similar or
related services.

Example (6). (i) The taxpayer is a partner in
partnerships A, B, and C. Partnership A de-
rives substantially all of its gross income
from the provision of engineering services,
partnership B derives substantially all of its
gross income from the provision of architec-
tural services, and partnership C derives 40
percent of its gross income from the provi-
sion of engineering services and the remain-
der from the provision of architectural serv-
ices. Under paragraph (c)(1) of this section,
each partnership’s service business is treated
as a single undertaking that is separate from
other undertakings. Partnerships A, B, and C
are not controlled by the same interests
(within the meaning of paragraph (j) of this
section).

(ii) Each partnership’s undertaking derives
more than 50 percent of its gross income
from the provision of services in the fields of
architecture and engineering. Thus, each
such undertaking is treated as a professional

service undertaking (within the meaning of
paragraph (h)(1)(ii) of this section).

(iii) Partnership A’s undertaking (‘‘under-
taking A’’) derives more than 20 percent of
its gross income from services in the field of
engineering, partnership B’s undertaking
(‘‘undertaking B’’) derives more than 20 per-
cent of its gross income from services in the
field of architecture, and partnership C’s un-
dertaking (‘‘undertaking C’’) derives more
than 20 percent of its gross income from
services in the field of engineering and more
than 20 percent of its gross income from
services in the field of architecture. Thus,
undertaking A involves significant services
in the field of engineering, undertaking B in-
volves significant services in the field of ar-
chitecture, and undertaking C involves sig-
nificant services in both fields. Under para-
graph (h)(3)(i) of this section, all services
within each field are treated as similar serv-
ices, but engineering services and architec-
tural services are not treated as similar serv-
ices. Thus, undertakings A and C, and under-
takings B and C, involve the provision of sig-
nificant similar services (within the meaning
of paragraph (h)(3)(iii) of this section).

(iv) Paragraph (h)(2)(ii) of this section pro-
vides that a taxpayer’s interests in profes-
sional service undertakings that involve the
provision of significant similar services are
treated as part of the same activity of the
taxpayer. Accordingly, the taxpayer’s inter-
ests in undertakings A and C are treated as
part of the same activity of the taxpayer.

(v) Under paragraph (h)(2)(iii)(A) of this
section, undertakings A and C are also treat-
ed as a single undertaking for purposes of de-
termining whether undertaking B involves
the provision of significant similar services.
Paragraph (h)(2)(iii)(B) of this section in ef-
fect provides that treating undertakings A
and C as a single undertaking does not affect
the conclusion that the architectural serv-
ices provided by undertakings B and C are
significant similar services. Thus, undertak-
ing B and the single undertaking in which
undertakings A and C are included under
paragraph (h)(3)(iii) of this section involve
the provision of significant similar services,
and the taxpayer’s interests in undertakings
A, B, and C are treated as part of the same
activity of the taxpayer under paragraph
(h)(2)(ii) of this section.

(i) [Reserved]
(j) Control by the same interests and

ownership percentage—(1) In general. Ex-
cept as otherwise provided in para-
graph (j)(2) of this section, all the facts
and circumstances are taken into ac-
count in determining, for purposes of
this section, whether undertakings are
controlled by the same interests. For
this purpose, control includes any kind
of control, direct or indirect, whether
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legally enforceable, and however exer-
cisable or exercised. It is the reality of
control that is determinative, and not
its form or mode of exercise.

(2) Presumption—(i) In general. Under-
takings are rebuttably presumed to be
controlled by the same interests if such
undertakings are part of the same com-
mon-ownership group.

(ii) Common-ownership group. Except
as provided in paragraph (j)(2)(iii) of
this section, two or more undertakings
of a taxpayer are part of the same com-
mon-ownership group for purposes of
this paragraph (j)(2) if and only if the
sum of the common-ownership percent-
ages of any five or fewer persons (with-
in the meaning of section 7701(a)(1), but
not including passthrough entities)
with respect to such undertakings ex-
ceeds 50 percent. For this purpose, the
common-ownership percentage of a
person with respect to such undertak-
ings is the person’s smallest ownership
percentage (determined in accordance
with paragraph (j)(3) of this section) in
any such undertaking.

(iii) Special aggregation rule. If, with-
out regard to this paragraph (j)(2)(iii),
an undertaking of a taxpayer is part of
two or more common-ownership
groups, any undertakings of the tax-
payer that are part of any such com-
mon-ownership group shall be treated
for purposes of this paragraph (j)(2) as
part of a single common-ownership
group in determining the activities of
such taxpayer.

(3) Ownership percentage—(i) In gen-
eral. For purposes of this section, a per-
son’s ownership percentage in an un-
dertaking or in a passthrough entity
shall include any interest in such un-
dertaking or passthrough entity that
the person holds directly and the per-
son’s share of any interest in such un-
dertaking or passthrough entity that is
held through one or more passthrough
entities.

(ii) Passthrough entities. The following
rules apply for purposes of applying
paragraph (j)(3)(i) of this section:

(A) A partner’s interest in a partner-
ship and share of any interest in a
passthrough entity or undertaking held
through a partnership shall be deter-
mined on the basis of the greater of
such partner’s percentage interest in
the capital (by value) of such partner-

ship or such partner’s largest distribu-
tive share of any item of income or
gain (disregarding guaranteed pay-
ments under section 707(c)) of such
partnership.

(B) A shareholder’s interest in an S
corporation and share of any interest
in a passthrough entity or undertaking
held through an S corporation shall be
determined on the basis of such share-
holder’s stock ownership.

(C) A beneficiary’s interest in a trust
or estate and share of any interest in a
passthrough entity or undertaking held
through a trust or estate shall not be
taken into account.

(iii) Attribution rules—(A) In general.
Except as otherwise provided in para-
graph (j)(3)(iii)(B) of this section, a per-
son’s ownership percentage in a pass-
through entity or in an undertaking
shall be determined by treating such
person as the owner of any interest
that a person related to such person
owns (determined without regard to
this paragraph (j)(3)(iii)) in such pass-
through entity or in such undertaking.

(B) Determination of common-owner-
ship percentage. The common-ownership
percentage of five or fewer persons
with respect to two or more undertak-
ings shall be determined, in any case in
which, after the application of para-
graph (j)(3)(iii)(A) of this section, two
or more such persons own the same in-
terest in any such undertaking (the
‘‘related-party owners’’) by treating as
the only owner of such interest (or por-
tion thereof) the related-party owner
whose ownership of such interest (or a
portion thereof) would result in the
highest common-ownership percentage.

(C) Related person. A person is related
to another person for purposes of this
paragraph (j)(3)(iii) if the relationship
of such persons is described in section
267(b) or 707(b)(1).

(4) Special rule for trade or business ac-
tivities. In determining whether two or
more trade or business activities are
controlled by the same interests for
purposes of paragraph (g) of this sec-
tion, each such activity shall be treat-
ed as a separate undertaking in apply-
ing this paragraph (j).

(5) Examples. The following examples
illustrate the application of this para-
graph (j):
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Example (1). (i) Partnership X is the sole
owner of an undertaking (undertaking X),
and partnership Y is the sole owner of an-
other undertaking (undertaking Y). Individ-
uals A, B, C, D, and E are the only partners
in partnerships X and Y, and the partnership
agreements of both X and Y provide that no
action may be taken or decision made on be-
half of the partnership without the unani-
mous consent of the partners. Moreover,
each partner actually participates in, and
agrees to, all major decisions that affect the
operations of either partnership. The owner-
ship percentages (within the meaning of
paragraph (j)(3) of this section) of A, B, C, D,
and E in each partnership (and in the under-
taking owned by the partnership) are as fol-
lows:

Partner

PARTNERSHIP/UNDERTAK-
ING

X (percent) Y (percent)

A ................................................ 15 5
B ................................................ 10 60
C ................................................ 10 20
D ................................................ 77 12
E ................................................ 8 20

............................................... 120 117

The sum of the ownership percentages ex-
ceeds 100 percent for both X and Y because,
under paragraph (j)(3)(ii)(A) of this section,
each partner’s ownership percentage is deter-
mined on the basis of the greater of the part-
ner’s percentage interest in the capital of
the partnership or the partner’s largest dis-
tributive share of any item of income or gain
of the partnership.

(ii) Paragraph (j)(2)(ii) of this section pro-
vides that a person’s common-ownership per-
centage with respect to any two or more un-
dertakings is the person’s smallest owner-
ship percentage in any such undertaking.
Thus, the common-ownership percentages of
A, B, C, D, and E with respect to undertak-
ings X and Y are as follows:

Partner Common-ownership
percentage

A .......................................................... 5
B .......................................................... 10
C .......................................................... 10
D .......................................................... 12
E .......................................................... 8

45

(iii) Paragraph (j)(2)(i) of this section pro-
vides that undertakings are rebuttably pre-
sumed to be controlled by the same interests
if the undertakings are part of the same
common-ownership group. In general, under-
takings are part of a common-ownership

group only if the sum of the common-owner-
ship percentages of any five or fewer persons
with respect to such undertakings exceeds 50
percent. In this case, the sum of the part-
ners’ common-ownership percentages with
respect to undertakings X and Y is only 45
percent. Thus, undertakings X and Y are not
part of the same common-ownership group.

(iv) If the presumption in paragraph
(j)(2)(i) of this section does not apply, all the
facts and circumstances are taken into ac-
count in determining whether undertakings
are controlled by the same interests (see
paragraph (j)(1) of this section). In this case,
all actions and decisions in both undertak-
ings require the unanimous consent of the
same persons and each of those persons actu-
ally participates in, and agrees to, all major
decisions. Accordingly, undertakings X and
Y are controlled by the same interests (i.e.,
A, B, C, D, and E).

Example (2). (i) Partnerships W, X, Y, and Z
are each the sole owner of an undertaking
(undertakings W, X, Y, and Z). Individuals A,
B, and C are partners in each of the four
partnerships, and the remaining interests in
each partnership are owned by a number of
unrelated individuals, none of whom owns
more than a one-percent interest in any of
the partnerships. The ownership percentages
(within the meaning of paragraph (j)(3) of
this section) of A, B, and C in each partner-
ship (and in the undertaking owned by the
partnership) are as follows:

Partnership/Undertaking
Partner

A B C

W ............................................... 23% 21% 40%
X ................................................ 19% 30% 22%
Y ................................................ 25% 25% 20%
Z ................................................. 8% 4% 2%

(ii) Paragraph (j)(2)(ii) of this section pro-
vides that a person’s common-ownership per-
centage with respect to any two or more un-
dertakings is the person’s smallest owner-
ship percentage in any such undertaking.
Thus, the common-ownership percentages of
A, B, and C in undertakings W, X, Y, and Z
are as follows:

Partner Common-ownership
percentage

A .......................................................... 8
B .......................................................... 4
C .......................................................... 2

14

(iii) The sum of the common-ownership
percentages of A, B, and C with respect to
undertakings W, X, Y, and Z is 14 percent,
and no other person owns more than a one-
percent interest in any of the undertakings.
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